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CREDIT AND MONEY IN 1955
The demand for credit from banks and
other lenders strengthened late in 1954 and
remained strong throughout the first half of
1955. During recent months demand has
been strong in nearly all credit areas, includ-
ing some in which it had slackened during
late 1953 and early 1954. Consumer loans
and bank loans to businesses, which declined
during the first half of 1954, began to rise in
the second half and increased sharply in
the first half of 1955. Mortgage lending and
State and local government security issues,
which expanded at a growing rate in 1954
when demands for some other types of credit
abated, continued at a high level in 1955.
Corporate security issues for new capital
have increased in recent months after some
decline in 1953 and 1954.
Bank loans in the first six months of 1955
expanded a record amount for the January-
June period. In order to meet the growing
demand for loans, banks sold a large volume
of United States Government securities, as
shown by the chart, and reduced their pur-
chases of other securities.
Banks also increased their borrowing from
the Federal Reserve Banks somewhat and
reduced their excess reserves in late 1954 and
early 1955 as Federal Reserve policy was
modified to make bank reserves less readily
available. Free reserves of member banks—
that is, excess reserves minus borrowings
from Federal Reserve Banks—declined from
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NOTE.—Figures are partly estimated. Data exclude inter-
bank loans and are for the last Wednesday of month except r >r June and December call dates. Latest figures shown are
ir June 1955, and all 1955 figures are preliminary.
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of 1954 to 150 million in the second quarter
of 1955. In late 1953 and much of 1954 the
abatement of demand for credit by busi-
nesses and consumers and the policy of ac-
tive ease followed by the Federal Reserve had
permitted banks to maintain their indebt-
edness at a low level at the same time that
they expanded their purchases of United
States Government and State and local gov-
ernment securities and increased their real
estate lending.
In response to the recent moderate tighten-
ing of bank reserve positions, there has been
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some slowing down in the rate of growth of
demand deposits and currency held by con-
sumers and businesses. A sharp increase in
the second half of 1954, after allowance for
usual seasonal changes, had reflected the
early stages of recovery of the economy from
the moderate downturn of late 1953 and
early 1954.
BANK LOANS AND INVESTMENTS
Aggregate loans of commercial banks in-
creased about 4 billion dollars in the first
half of 1955. Growth was concentrated in
business, consumer, and real estate loans.
Totai loans and investments declined about
1 billion dollars, however, as the loan ex-
pansion was more than offset by a sharp re-
duction in bank holdings of United States
Government securities. Holdings of other
securities increased slightly.
Loans. Commercial bank loans to busi-
nesses, which began to increase seasonally
in the fall of 1954, continued to rise after
a brief interruption early this year. The 2
billion dollar expansion in the first half of
1955, shown in the chart, was the largest for
the January-June period since the war. In
the first hdkf of each of the preceding three
years business loans had declined. The re-
duction in the first half of 1954 had been
particularly sharp as a result of the recession
in business activity and the repayment of
loans for excess profits tax credits following
the expiration of the tax at the end of 1953.
The sizable expansion in business loans in
the first half of 1955 stemmed from the in-
crease in business activity and in consumer
financing, as well as the concentration in
this period of corporate tax payments on 1954
income. There were large increases in bank
loans to sales finance companies and to
metal and machinery manufacturers, which
had declined sharply during the first half of
1954, and in loans to petroleum and chemical,
SELECTED BANK LOANS




NOTE.—Data are for all commercial banks. Consumer loans
are partly estimated for all dates. Figures for 1955 are
preliminary.
textile, and public utility companies, which
had shown little change a year earlier.
These were offset only in part by seasonal
repayments of loans by commodity dealers
and food, liquor, and tobacco processors.
Bank loans to consumers, which had
shown little change during 1954, expanded
by about 1 billion dollars in the first half of
1955. This was almost as much as the record
growth in the first half of 1953. The recent
expansion of consumer instalment credit has
accompanied a sharp increase in purchases of
consumer durable goods, particularly auto-
mobiles, and some easing of credit terms.
Real estate loans of commercial banks in
the first half of 1955 continued to grow at
about the same rate as in the second half
of 1954. The 1.3 billion dollar expansion
was the largest increase for the first half of
the year since the war. During the abate-
ment of demand for business and consumer
credit in 1954, real estate loans of banks had
continued to grow; in fact, the rate of
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growth had increased sharply about the
middle of the year as banks used available
funds to meet a strong demand for such
loans. Maintenance of a high rate of lend-
ing in 1955 reflected in part the purchase of
mortgages on a temporary basis from insur-
ance companies and other investors.
Bank loans for purchasing or carrying se-
curities showed little change in the aggre-
gate during the first half of 1955. Loans on
United States Government securities de-
clined, while loans on other securities con-
tinued to expand. Loans on other securities
had accounted for a sharp increase in bank
security loans in the second half of 1954.
The increase in these loans was associated
with the sharp rise in stock prices and the
large volume of stock market trading.
Credit for purchasing or carrying securities
other than United States Government securi-
ties extended directly by city banks and by
brokers rose from 2.7 to 3.4 billion dollars in
the second half of 1954, while stock prices in-
creased about one-fifth. In order to help pre-
vent excessive use of credit for stock market
trading, the Board of Governors raised mar-
gin requirements for purchasing or carrying
listed securities from 50 to 60 per cent in
early January and to 70 per cent in late April.
The rate of growth of loans by banks and
brokers on securities other than Government
securities has declined during 1955.
Increases in most other types of bank
loans in the January-June period were offset
in part by the liquidation of about l
l/4 bil-
lion dollars of agricultural loans guaranteed
by the Commodity Credit Corporation, in-
cluding certificates of interest redeemed by
banks prior to maturity in order to raise
funds for other uses. Agricultural produc-
tion loans increased somewhat.
Security holdings. The sharp increase in
bank loans during the first six months of
1955 was more than offset by a decline, partly
seasonal, in bank holdings of United States
Government securities. The reduction of
5
l/2 billion dollars in the first half of this
year was larger than in other recent years.
There had been little change in bank hold-
ings of Government securities in the first
half of 1954, when the abatement of loan
demand and the ready availability of re-
serves enabled city banks to purchase suffi-
cient securities to off set sales by other banks.
The recent decline in bank holdings of
United States Government securities has
been concentrated in short maturities, which
are typically used by banks for reserve ad-
justment purposes. During the first six
months of this year there was a considerable
reduction in total short-term Government
securities outstanding, and the demand for
such securities on the part of nonbank in-
vestors was heavy. There was little net
change in bank holdings of intermediate- and
long-term bonds, which commercial banks
had acquired on a large scale during 1954.
Acquisitions early in 1955, associated in part
with a Treasury refunding offer, were par-
tially offset by subsequent sales. In the year
preceding April 30, 1955, the average ma-
turity of bank portfolios of Government se-
curities increased from about 4^4
 t
0 5/4 years,
and holdings of securities maturing within
one year declined by about 50 per cent.
An increase early in 1955 in bank hold-
ings of securities other than United States
Government securities, reflecting in part ac-
quisition of a new Federal National Mort-
gage Association note issue, has been offset
in part by a recent decline. The expansion
of about 400 million dollars for the first half
of the year was only about half as much as
that for the corresponding period of 1954,
when banks used available funds to make
substantial purchases of tax-exempt State and
local government securities.
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BANK RESERVE POSITIONS
Member bank reserve positions tightened
moderately in late 1954 and early 1955 in
response to the strong demand for credit and
the shift of Federal Reserve policy away from
that of active ease which had previously been
followed. Since March there has been little
change in such positions except for tempo-
rary fluctuations. Average indebtedness of
member banks to the Reserve Banks in-
creased from less than 100 million dollars in
the third quarter of 1954 to more than 400
million in the second quarter of 1955, while
excess reserves declined from about 800 mil-
lion to about 600 million. The recent level
of member bank borrowing has been about
the same as in the spring of 1952 but about
a billion dollars less than the peak level of
late 1952 and early 1953.
During the first half of 1955 most of
the member bank borrowing from Federal
Reserve Banks, as well as the reduction in
excess reserves, took place at reserve city and
EXCESS RESERVES AND BORROWINGS













NOTE.—Data are monthly averages of daily figures. Latest
figures are for June 1955 and are preliminary.
country member banks, as is evident from the
chart. After mid-February the indebtedness
of New York central reserve city banks to
the Federal Reserve was small, as these banks
met their reserve needs largely by selling
securities or by borrowing from other banks
through the Federal funds market. Although
the indebtedness of Chicago central reserve
city banks was heavy in late March and early
April, in large part because of depositor ad-
justments relating to the Cook County per-
sonal property tax assessment on April 1,
it declined considerably after that time.
Borrowings of Chicago central reserve city
banks as well as those of reserve city banks
have consistently exceeded their excess re-
serves in recent months. At country banks,
excess reserves have continued to exceed
borrowings, although the margin between
the two has narrowed since last fall.
The recent change in bank reserve posi-
tions, shown in the table, reflected Federal
Reserve open market operations together
with other factors, the most important of
which were currency movements and
changes in required reserves. Late in 1954
the Federal Reserve permitted reserve po-
sitions to tighten by limiting its purchases
of United States Government securities. This
made it necessary for member banks to bor-
row in order to meet growing needs for re-
serve funds resulting from the currency
drain and the increase in required reserves
accompanying credit and deposit expansion.
In the first two months of 1955 the Fed-
eral Reserve sold or redeemed 13 billion
dollars of United States Government securi-
ties. These operations were primarily for
the purpose of absorbing reserve funds made
available by the seasonal return of cur-
rency from circulation and the reduction in
required reserves associated with the sea-
sonal deposit decline. As already noted,
however, they also resulted in some further
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CHANGES IN MEMBER BANK RESERVES WITH RELATED FACTORS

















Federal Reserve loans and in-
vestments:


















































































1 Less than 50 million dollars.
2 Treasury operations and U. S. Government security holdings
exclude a free gold transaction involving a 500 million dollar
reduction in Treasury cash in order to retire an equal volume of
Government securities held by the Federal Reserve.
3 No acceptances held.
NOTE.—Details may not add to totals because of rounding.
tightening of bank reserve positions. In the
period March-June the Federal Reserve used
open market operations on a few occasions to
supply or absorb reserves temporarily, but
there was little net change in its security
holdings. Early in July the Federal Reserve
purchased Government securities in order to
supply banks with reserve funds to meet
seasonal and growth needs.
In late March the Federal Reserve Bank
of New York began to purchase bankers'
acceptances on a small scale, the first pur-
chases since 1951. Acquisitions were in
recognition of the recent increase in the use
of bankers' acceptances and of the interest
of the Federal Reserve in the continued de-
velopment of a broad market for such credit
instruments as a means of facilitating trade.
In the 1920's the creation of acceptances had
been an important means of financing inter-
national trade, and purchases by the Reserve
Banks had provided a part of the seasonal
JULY 1955
reserve needs of the commercial banking
system in the second half of the year.
In recognition of the rise in market rates
of interest since the summer of 1954, the Fed-
eral Reserve Banks raised the discount rates
on loans to member banks from l
l/2 to 1%
per cent in April and early May. Rates of 1%
per cent had prevailed throughout 1951 and
1952, before an increase early in 1953. By
making borrowing more expensive, the re-
cent rise in discount rates tended to serve
as a deterrent to excessive reliance on bor-
rowing by individual banks.
DEPOSITS AND CURRENCY
Demand deposits and currency held by
consumers and businesses, which together
form the active part of the money supply, in-
creased sharply after mid-1954. This growth
reflected the economic recovery that was
commencing. Recently, however, as shown
by the chart, there has been a decline in the

















1952 1953 1954 1955
NOTE.—Figures are partly estimated. Demand deposits are
for all banks in the United States and exclude U. S. Govern-
ment and interbank deposits and items in process of collection.
Currency excludes bank vault cash. Figures are for last
Wednesday of month except for June and December call dates.
Latest figures shown are for June 1955, and all 1955 figures
are preliminary.
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rate of expansion after allowance for usual
seasonal developments.
The decline of about 4 billion dollars in
demand deposits and currency held by con-
sumers and businesses in the first six months
of 1955 compares with declines of about 5
billion dollars in each of the two preceding
years. For currency the reduction in the first
half of 1955 was about as much as would have
been expected from the operation of seasonal
factors, but for demand deposits it was about
2
l/2 billion dollars less. Over the six-month
period, demand deposits and currency to-
gether expanded at a rate of about 4 per cent
per annum after allowance for usual seasonal
developments, but their growth has been
slower since early in the year. In the second
half of 1954 the rate of expansion had been
about 5 per cent. The rate of turnover of
RATIO OF DEMAND DEPOSITS AND CURRENCY
TO GROSS NATIONAL PRODUCT
Per cent
- 10
1920- 1935- 1951 1953 1955
NOTE.—Figures for 1920-29 and 1935-39 are averages of
annual data; beginning 1951, data are quarterly. Demand
deposits and currency are the seasonally adjusted data used in
the preceding chart. Gross national product estimates begin-
ning 1929 are from U. S. Department of Commerce; prior to
1929 data are unofficial estimates based on somewhat different
concepts; quarterly data are also adjusted for seasonal varia-
tions. Latest data are for the second quarter of 1955. Gross
national product data for this quarter are estimated by the
Federal Reserve. Deposit and currency data for 1955 are
preliminary.
deposits outside New York City has risen
somewhat since late 1954.
As the money supply has been used more
actively in recent months, demand deposits
and currency held by consumers and busi-
nesses have declined slightly as a proportion
of gross national product. As is shown by
the chart, this ratio has fluctuated around 35
per cent since 1951, after declining from
about 50 per cent at the close of the war,
when inactive balances were large. The
present ratio is close to that prevailing in the
late 1930's but still considerably above that
in the 1920's.
The rate of growth of time and savings
deposits, which had increased early in 1954,
has declined since late in that year. In the
first half of 1955, the increase in time de-
posits in commercial and mutual savings
banks and the Postal Savings System was V/2
billion dollars, slightly more than half as
much as in the first half of 1954 and the
smallest increase for a comparable period
since 1951. The slackening in this rate of
expansion accompanied a declining rate of
personal savings through early 1955 and in-
creased direct security purchases by indi-
viduals.
United States Government deposits in-
creased by about 500 million dollars in the
first half of 1955, 1.5 billion dollars less than
in the comparable period of 1954. These
deposits fluctuated sharply from time to time
in accordance with debt operations and tax
receipts.
UNITED STATES GOVERNMENT FINANCE
In the first half of 1955 the United States
Government had a cash surplus of about 6
billion dollars, which reflected the concen-
tration of tax receipts in the January-June
period. The surplus was used in part to
build up the Treasury balance but in large
part to reduce outstanding indebtedness. The
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publicly held debt—that is, securities held
by investors other than United States Govern-
ment investment accounts—declined about
5 billion dollars, about the same amount as
in the first half of 1954.
The decline in publicly held debt in
the first half of 1955 was due to the retire-
ment of tax anticipation certificates and ma-
turing nonmarketable savings notes, as well
as cash redemptions of maturing marketable
securities for which new issues were offered
in exchange. These effects were offset in
part by a note issue for new money and an in-
crease in savings bonds outstanding, largely
as the result of the accrual of interest on out-
standing bonds.
In February the Treasury issued about 1.9
billion dollars of new long-term bonds in
exchange for a partially tax-exempt bond
called for redemption in March. Commer-
cial banks held the bulk of the maturing
bond issue, but most of the new issue was
acquired by nonbank investors through pur-
chases from commercial banks of either the
maturing issue or the new bonds. Other
securities maturing in the first half of 1955
were refunded with shorter term issues.
The net result of the security retirements
and the refunding operations in the first half
of 1955 was to reduce the supply of short-
term securities for bank and nonbank invest-
ors. In July, however, the Treasury issued
for new money about 2
l/2 billion dollars of
bills and tax anticipation certificates as well
as about 800 million dollars of long-term
bonds.
United States Government securities held
by commercial banks and the Federal Re-
serve Banks together declined almost 7 bil-
lion dollars during the first half of 1955.
Holdings of other public investors, including
domestic nonbank and foreign investors, in-
creased almost 2 billion dollars. These hold-
ings had declined about 4 billion dollars in
the first half of 1954, when commercial
banks maintained their holdings despite re-
ductions in the debt.
Among investors predominantly interested
in short-term securities, foreign banks in-
creased their portfolios in the first half of
1955, and nonfinancial corporations main-
tained theirs despite heavy tax payments.
Nonfinancial corporations had reduced their
holdings about 4
l/2 billion dollars in the first
half of 1954. Nonbank investors also ac-
quired a considerable volume of intermedi-
ate- and long-term Government bonds in the
first half of 1955, largely by acquisition of the
new long-term bond issued in February.
OTHER CREDIT AREAS
Credit to private borrowers and State and
local governments from lenders other than
commercial banks also expanded at a rapid
pace during the first half of 1955. Invest-
ing by savings institutions continued to be
large, and individuals increased their direct
investments in several credit areas.
Real estate credit advanced by all lenders,
which had expanded at an accelerating rate
throughout 1954, continued to increase in
1955 at about the rate reached near the end
of 1954. About four-fifths of the increase
was taken by nonbank investors.
Consumer instalment credit, which rose
slightly in the second half of 1954, has
expanded in recent months at a seasonally
adjusted rate of about 500 million dollars per
month. Although the increase in direct bank
loans to consumers has been sharp, the share
of sales finance companies in instalment
lending has grown recently.
Corporate security issues for new capital
in the first half of 1955 were about one-fifth
larger than in the corresponding period of
1954 but still somewhat less than in the first
half of 1953. State and local government
security issues were only about three-quarters
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as large as in the first half of 1954, principally
because of a decline in revenue bond issues.
The recent increase in outstanding corporate
and State and local government securities has
been absorbed almost entirely by nonbank
investors. In the first half of 1954 commer-
cial banks had made substantial purchases of
State and local government securities.
INTEREST RATES
As a result of strong credit demand and
moderate tightening of bank reserve posi-
tions, interest rates, which had turned up in
the second half of 1954, continued to rise in
the first quarter of 1955. Since mid-April
they have shown little change on balance.
As shown by the chart, the largest increases
since mid-1954 have been in yields on United
States Government securities. Yields on these
securities had risen in the second half of
1954, while those on other securities were
largely unchanged. The increase in yields
in 1955 affected all classes of securities.
Among United States Government securi-
ties, the largest increases in yields were
on short- and intermediate-term securities,
which are particularly sensitive to changes
in bank reserve positions. At the end of
June yields on such securities ranged from
about % to about 1 percentage point above
their mid-1954 lows. Yields on Treasury
bills fluctuated in accordance with short-
term market developments and were at times
depressed by nonbank demand, which was
heightened by the decline in savings notes
outstanding. Average yields on 9- to 12-
month certificates of indebtedness, which in-
creased in relation to bill yields, remained
close to the discount rate beginning in March.
Yields on other short-term securities,
which had remained unchanged or declined
slightly in the second half of 1954, also in-
creased early in 1955. Rates on prime com-
MONEY RATES
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NOTE.—Treasury bill rates are market yields on longest bills.
Long-term U. S. Government yields prior to Apr. 1, 1952 are
on 2
x/2 per cent bonds first callable after 15 years, and there-
after on 2^ per cent bonds first callable after 12 years. Cor-
porate yields and State and local Aaa yields are from Moody's
Investors Service. Discount rate is for Federal Reserve Bank
of New York. Latest figures are for week ending July 9.
?•
mercial paper and on privately placed finance
company paper each rose more than
 l/2 per-
centage point, while the rate on bankers'
acceptances rose somewhat less.
Yields on long-term United States Gov-
ernment securities increased about % per-
centage point in the first half of 1955, and
yields on other long-term securities generally
somewhat less. At the end of June yields
on long-term securities were generally at
about levels prevailing near the end of 1952
but considerably below their mid-1953 highs.
Interest rates charged business customers
by commercial banks have shown little
change since mid-1954, but rates charged
security dealers have increased. There has
apparently been a slight increase in interest
rates on conventional mortgages this year,
and discounts on Federally underwritten
mortgages have increased in some areas.
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